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Executive Summary  
Nonprofit organizations are seeking innovative strategies for producing income 
while furthering their social missions.  This is in part because of recent changes in 
government and foundation funding, and in part because of the need to address social 
problems in a different way.  One of the strategies created by nonprofits is the social purpose 
enterprise (SPE).  SPEs are businesses that are owned and operated by nonprofit 
organizations for the purposes of generating revenue and employing those whom they are 
trying to help.   
This paper adds to the growing knowledge about SPEs by identifying factors that 
contribute to their success.  Nonprofits that currently operate SPEs, and foundation and 
nonprofit staff that are interested in business development will find this paper to be useful in 
guiding their practice and informing their funding decisions.   
The research is based on a literature review and on interviews with practitioners and 
consultants who work with SPEs.  Three case studies of nonprofits that have run or are 
currently running commercial ventures are examined.  The study identifies four main factors 
that account of the success of SPEs.  They are:   
• Nonprofits that run SPEs need staff who are skilled at managing businesses and 
working with employees who have little or no work experience.  
• Those nonprofit organizations must have business plans that address the needs of the 
programs' clients and have specific social and employment goals.  
• Nonprofits need sustained, and preferably unrestricted funding to hire qualified staff 
and strengthen their infrastructure. 
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• They also need financial systems that can track social programs and commercial 
activities.  
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 I. Introduction  
Historically, nonprofits relied on foundation grants and contributions from 
individuals and corporations to support their social service missions.  However, recent 
changes in government, the private, and the nonprofit sectors prompted the creation of new 
funding strategies in the nonprofit sector.  Devolution, the transfer of responsibility and 
funding for an array of social, educational and other programs from the federal government 
to the states, reduces funding to some nonprofits.  The rise of social entrepreneurism and the 
evolving practice of venture philanthropy increasingly imbue the nonprofit sector with 
business practices and expectations.  Furthermore, foundations now seek new ways for 
nonprofits to address critical social problems (REDF 1999b, 188).  Some nonprofits respond 
to these changes by using market-based strategies for revenue generation and diversification, 
enabling them to further their social missions.  One of these strategies is the social purpose 
enterprise (SPE).  
The term SPE describes a number of different kinds of organizations and businesses. 
One of the prominent ways to categorize nonprofit commercial activities is as follows:  (1) 
the sale of program-related products tied closely to the organization, such as the sale of Girl 
Scout Cookies;  (2) program-related services such as gift shops and the sale of food and 
beverages;  (3) staff and client resources who use their talent to earn income, such as 
museum staff who use their expertise to do appraisals for paying clients; (4) the ownership 
of hard property, referring to the rent or lease of underutilized land or office space; and (5) 
the sharing of soft property, which includes revenue generation from copyrights, patents, 
trademarks, and mailing and membership lists.  Two additional types of nonprofit 
commercial activities include the ownership or control of a for-profit business unrelated to 
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the nonprofit's mission and equity investments made by nonprofit organizations in for-profit 
corporations (Zimmerman and Dart 1998, 9).  Also, some for-profit businesses that have a 
social mission, such as The Body Shop or Timberland, are referred to as SPEs.   
For the purposes of this research, SPEs are defined as revenue-generating businesses 
that are owned and operated by nonprofits and employ those whom they are trying to help.  
This draws on some of the above definitions such as the sale of program-related products 
and services and the talent of staff and clients to generate income.  Also, fundamental to this 
definition is that the nonprofit's business is related to its social mission.   
The main objective of this research is to identify the factors that contribute to success 
in the creation of SPEs by nonprofit community-based organizations.  This paper does not 
supply a comprehensive survey of the field and its conclusions should be understood within 
the limitations of an exploratory study.  The analysis stems from a literature review and 
interviews with practitioners and consultants who work with nonprofits with SPEs.  The 
research aims to highlight some of the lessons learned about SPEs and raise questions for 
further research.   
The paper begins with an introductory discussion of SPEs and reviews the 
methodology employed in this research.  Next, the body of the paper elaborates on SPEs by 
presenting three case studies.  Within this section is a summary of each nonprofit's 
organizational philosophy, its objectives and programs, a discussion of its commercial 
activities, and reflections on its SPE experience.  The next section draws conclusions based 
on this preliminary research and highlights the characteristics of successful SPEs.  The final 
section of the paper presents suggestions for further research.  
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II. Research Methodology 
This research paper is an exploratory study of SPEs; it does not attempt an inclusive 
review of all issues relevant to this field.  It will specifically focus on the factors that 
contribute to success in the creation of SPEs.  Research for the paper began with a literature 
review of SPEs and the nonprofit sector in general.  This was followed by semi-structured 
interviews from a small sample of practitioners and consultants.  These methods are 
appropriate for the study of SPEs because SPEs are a relatively new phenomena, and the 
existing literature is practice-oriented rather than academic or theory-oriented.  No 
quantitative data examines the factors that contribute to the successful creation of SPEs by 
nonprofits, and only scattered anecdotal information is available.  Therefore, this research 
contributes to the burgeoning literature by employing an exploratory research design and the 
methodological tool of semi-structured interviews.   
The number of business schools that are addressing issues related to SPES evidences 
growing interest in the field.  Harvard Business School, Stanford University, UNC Chapel 
Hill's Kenan-Flagler Business School, and Duke University's Fuqua School of Business, are 
currently offering (or have offered) courses and/or conferences about SPEs.1  There are a 
handful of consulting firms, such as the National Center for Social Entrepreneurs and 
Pioneer Consulting Services, that help nonprofits determine if and how to create SPEs.  
There are also organizations devoted to supporting the growth of SPEs.  One of the most 
prominent is the National Gathering for Social Entrepreneurs (NGSE).  NGSE was 
established in 1998 to provide support for nonprofit social entrepreneurs, many of whom 
had previously worked in isolation.  Members include practitioners, funders, academics and 
for-profit businesses.2  The First National Gathering was held in Colorado in 1998 and 180 
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participants attended.  This year will mark the Fourth National Gathering.  According to the 
NGSE Director of Member Services, it is expected to attract 450 – 500 attendees.3 
Practitioners who face the daily challenges of running a business within a non-profit 
setting, as well as foundations that are supporting this work by providing financial and 
technical assistance have written most of the available literature.  The foundation most 
responsible for shaping and growing the field of SPEs is the Roberts Enterprise 
Development Fund (REDF) in San Francisco.  Since the mid-1990s, REDF has invested in a 
portfolio of nonprofit-run SPEs in the San Francisco Bay Area.  It supports both the business 
and organizational development of its "investees," by providing access to capital through 
multi-year philanthropic investments, as well as access to strategic business development 
assistance.4  REDF published some of the earliest and most important literature on SPEs, 
including New Social Entrepreneurs (Emerson and Twersky 1996) and three volumes of 
Social Purpose Enterprises and Venture Philanthropy in the New Millennium (REDF 1999a, 
1999b, 1999c).   
 
III. The Purpose and Type of SPEs 
Nonprofits create social purpose enterprises for two primary reasons.  First, they use 
SPEs as a tool to further the social mission of the organization.  For example, the creation of 
a bakery by an agency that provides housing and job training for homeless people may 
provide an opportunity for clients to learn skills and earn an income.  Second, the enterprise 
can serve as a source of income for the nonprofit, diversifying its funding base, and 
providing it with unrestricted funds.  Most government and foundation grants stipulate what 
nonprofit organizations can do with the money.  In seeking those types of funds, many 
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nonprofits agree to create programs or hire staff, which they might not otherwise if they had 
unrestricted funds.  Sometimes nonprofits have a certain need when they apply for a grant, 
but upon receiving funding several months later, find that need has changed.  Yet 
organizations are bound to use the money in the way they initially proposed.  Thus, revenues 
from SPEs are very valuable to nonprofits because they allow greater flexibility in creating 
innovative programs and services.  
REDF identifies several criteria that nonprofits must consider when deciding what 
type of SPE to create. 5  Three of these criteria relevant to this research are the ability of the 
business to promote the organization’s social mission, the viability of the enterprise, and its 
fit with the current organizational structure.  First, nonprofits need to assess the proposed 
business' ability to further the social mission of the organization, namely creating jobs for 
the nonprofits' clients.   Often that means creating quality entry-level jobs in which clients 
can learn both social and technical skills in a setting that provides the flexibility required by 
at-risk populations and the rigidity to teach them transferable skills.  Many of those 
employees have had little work experience due to alcohol or drug abuse, mental illness, or 
racial discrimination.   
Second, organizations must consider the financial viability of the potential 
enterprise.  Some nonprofits will only consider SPES that can cover all of their business 
expenses.  Other nonprofits decide to subsidize the additional program and training costs 
associated with a specific population.  There are also nonprofits that will only run businesses 
that have the potential to generate significant revenue for the parent nonprofit.  Both a 
consultant from Pioneer Consulting Services and REDF (1999a, 22) indicated that 
nonprofits generally do not start a venture to generate large amounts of income.6 
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Third, it is necessary for nonprofits to assess how a business will fit with the 
structure of the current organization.  The staff must evaluate if it has adequate human and 
financial resources and organizational infrastructure to run the business.  More specifically, 
the nonprofit must consider the timing, leadership, expertise, and capital required as well as 
the financial risk involved.  Is the organization busy with other programs?  Does the staff 
have the skills it needs to run an enterprise and if it does not, can it afford to hire someone 
who does?  How much investment will the venture require and what is the financial risk if 
the business fails?  
Furthermore, REDF points out that nonprofits that create SPEs need to examine how 
they will manage the distinct and often conflicting values of the nonprofit and for-profit 
sectors.  Nonprofits and for-profits are built on divergent economic and social foundations, 
and it is vital for organizations to understand how that manifests both in overarching 
philosophy and everyday operations.  For example, taking risks is more commonly accepted 
and encouraged in the for-profit sector because businesses realize that some level of risk is 
necessary in order to be successful.  On the other hand, nonprofits try to minimize their risk 
and may be required to do so by their funding sources.  Regarding timing, decisions in the 
for-profit sector generally move quickly, linearly, and logically as owners and managers 
seek to demonstrate the results of changes to their shareholders as quickly as possible.  
Nonprofits are dealing with complex psychological and physical issues.  Decisions require 
careful and thoughtful analysis and rely on the results of social programs that can take years 
to surface.   
The most fundamental underlying assumption of for-profits and non-profits are 
different.  Namely, for-profits exist to maximize profits through the selling of a product or 
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service; nonprofits are driven by a cause and a mission, and their products are the people 
they serve.  For-profit businesses have quantifiable goals, specific technologies for 
achieving them, and reliable measures of effectiveness.  Nonprofits' goals are often 
ambiguous and there is an indirect process to reach them.  In achieving those goals, the for-
profit sector values individualism over collectivism while non-profits generally place a 
higher value on cooperation and collective problem solving.  Those differences transmit 
distinct values to the employees of for-profit, in contrast to nonprofit, organizations.  
Workers in the for-profit sector receive rewards through higher salaries, while nonprofit 
employees are partially rewarded with greater social and spiritual satisfaction.  SPEs are 
creating a new culture that tries to balance the tensions between the profitability goals of the 
business sector and the development goals of nonprofits. 
 
IV. SPE Case Studies   
The following case studies were chosen for two primary reasons.  First, each of the 
nonprofits discussed have had both successes and failures with their SPEs and were willing 
to reflect on those experiences.  Second, the cases represent a variety of clients among the 
nonprofits, ranging from homeless veterans who are substance abusers to adults with 
development disabilities.  Therefore, the lessons learned from them are applicable to a wide 
range of organizations.  All of the nonprofits are in California and two of them are located in 
the San Francisco Bay Area.  Although, there are nonprofits that run SPEs in over a dozen 
states, many are concentrated in California.7  That is partly because REDF has taken an 
active role in incubating SPEs, and partly because of the substantial at-risk population and 
the related needs of a state California's size.  
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 Each of the case studies begins with an introduction of the nonprofit, describing its 
location, clientele, size, programs, and mission.  A description of the SPEs follows this and 
each section closes with an evaluation of the nonprofit's experience with its SPEs.   
 
A. Community Vocational Enterprises  
Organizational Philosophy and Programs 
Established in 1986, the San Francisco-based Community Vocational Enterprises 
(CVE) seeks to create employment opportunities for people with psychiatric disabilities and 
other disenfranchised individuals.8  CVE currently has about 35 staff members and serves 
over 300 clients each year.  CVE's philosophy is to "go beyond diagnosis and labels to see 
clients as people with potential who are entitled to recognize and realize possibilities."  Its 
support services include a vocational internship program, a bilingual (Spanish) employment 
training program, youth services, professional development seminars, a clerical certificate 
program, job seeking workshops, and job retention services.  In 1997, CVE received the 
Mayor's Certificate of Honor Award for Employer of the Year for People with Disabilities.  
CVE owns and operates three SPEs that generate revenue and provide opportunities for 
clients to gain work experience. 
 CVE seeks to successfully integrate clients into the community through innovative 
employment training, placement, and support services.  It does that by employing clients in a 
supportive setting where they can improve and manage workplace behaviors while learning 
technical skills.  CVE's enterprises serve as a training ground for its clients to gain 
confidence, establish a work routine, and fill in resume gaps before pursuing their long-term 
vocational goals.  Clients start at minimum wage and work from three to nineteen hours per 
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week for up to one year.  CVE employs between eighty and ninety clients at any one time, 
which makes it one of the largest employers of people with psychiatric disabilities in San 
Francisco.  
 
CVE's Social Purpose Enterprises  
As of May 2002, CVE has three commercial ventures.  The first is a commercial 
cleaning business which serves industrial, residential and commercial properties, medical 
facilities, banks, churches and apartment buildings.  Clients may apply to the cleaning 
service for long-term employment upon completion of the requisite one year of training, 
entitling them to market wages and benefits.  The second business is CVE's Clerical 
Placement Services which places clients in a variety of sites for one year.  Businesses that 
hire those clients may qualify for tax credits, providing them an incentive to work with 
CVE.  CVE also operates two coffee bars in the downtown area which are geared towards 
San Francisco's professionals.  Overall, fifty to one hundred percent of SPE employees are 
from the target population.   
In early 2002, CVE acquired two thrift stores in San Francisco's Mission District 
from another nonprofit.  Those stores provided one-year transitional employment for CVE 
clients who wanted to learn merchandising, customer service, and sales skills.  At the same 
time, CVE also took over another business from the same nonprofit.  That business collected 
used clothing and household items and delivered the products to thrift stores.  As of early 
April, 2002, CVE decided to give those businesses to Goodwill, which is known nationwide 
for running thrift stores.  CVE found that the stores required significant subsidies and had 
very little hope of generating enough revenue to pay for the support services.  When CVE 
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considered taking over the business that collected goods, it was picking up merchandise for 
other thrift stores and for overseas sales.  At about the time the business came to CVE, the 
other stores no longer needed that service and the overseas market for second-hand clothing 
collapsed.  Collection costs became very high, almost reaching the final sale price of the 
clothing.   
 
Reflections on the SPE Experience 
CVE cites two main reasons for its inability to maintain the stores as viable business 
ventures.  First, CVE had been aware that the previous nonprofit had some challenges in 
employing its target population of homeless youth to run the businesses, but had hoped that 
a retail environment would be a good match for its population of people with mental 
illnesses.  Karen Goore, Director of Business Enterprises for CVE, explained in an interview 
that the nonprofit jumped at the chance to run a retail operation and generate potentially 
significant income.  In its haste, it did not take the time to thoroughly analyze the business' 
feasibility in the context of its clients.  According to Goore, CVE believed retail could 
provide good entry-level jobs and meet many of its clients' needs.  Due to the effects of 
psychiatric medications and the scheduling of various appointments with health care 
professionals, many of CVE's clients need the flexible working hours that retail can 
accommodate.  Retail can also meet a variety of social needs because employees can work 
in either relatively isolated environments if they choose (when they do stocking and 
merchandising), or they can have opportunities for more interaction (while helping 
customers in the front room).  However, because many of CVE's clients suffer from 
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disorders that hinder their ability to memorize information, store managers were required to 
spend additional time reviewing procedures. 
The second reason Goore cited was the low mark-up on thrift store merchandise.  
Stores require high volume to generate desired profits.  With just two stores, CVE was not 
able to achieve that needed volume.  The challenges of its clients coupled with the need for 
larger volume led CVE to decide to lease one of the stores to Goodwill and close the other 
one.  Goodwill will hire the clients from both stores when it assumes the lease on May 15, 
2002.  
CVE's goal is to source 40 percent of its revenue from its SPEs and 60 percent from 
foundations, the California Department of Rehabilitation, and other government agencies.  
Currently, about 30 percent of CVE's revenues derive from its commercial activities.  It is 
important to distinguish that is revenue, not profit.  All of the money that is generated by the 
businesses goes back into CVE and is used to pay for the costs of programs and business 
expenses.  Unlike some SPEs, CVE tracks the revenue and expenses for each business.  
They also separately track the additional revenue and costs associated with running a 
business that employs a challenging population.  The extra revenue is generally in the form 
of grants that are used to subside the businesses.  Some of the extra expenses include job 
coaching and additional wages paid to employees in training.   
Goore said that nonprofits who do not receive money from a foundation like REDF 
must secure other types of long-term financial resources to launch and grow their business 
ventures.  Ideally, these funds are unrestricted and can be used to build up an organization's 
infrastructure, hire qualified staff, and purchase other needed resources on which nonprofits 
are traditionally hesitant to spend money.   
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CVE tracks three measures that help determine the success of the program.  They 
measure how many clients are employed in the workforce, clients’ sources of income and 
income growth.  Their results are very good.  Seventy-one percent of clients are still 
employed about one and a half years after beginning the program and the average wage has 
increased from $6.27 per hour to $10.34 per hour.  Goore noted that the most impressive 
statistic is that prior to coming to CVE, 77 percent of their clients' income came from 
welfare.  After going through CVE's program, 76 percent of their clients' income derived 
from other sources, mostly earned income, and only 24 percent came from public assistance.   
Goore holds specific views about what factors contribute to the creation of 
successful SPEs.  In her view, the most important is that staff must have both the right skills 
and the right attitude to simultaneously consider business and financial goals.  Goore 
discussed the challenges of balancing those different goals and the difficult task of making 
the best business decisions with their clients in mind.  Business staff must understand that 
they cannot run SPEs as efficiently as they would like given the training goals and special 
needs of some of their employees.  However, they can run the most efficient business of its 
kind given its limitations.  She also notes that CVE asks general managers to extend their 
normal business duties by acting as role models, supervising a difficult population, and not 
receiving commensurate compensation.  She characterizes the relationship between the 
conflicting set of goals as “a healthy tension, but not a battle.”  
Goore's second success factor stems from CVE's decision to stop managing the thrift 
stores.  To accomplish CVE’s business goals, she explains that the SPE must be high-
volume and achieve efficiency through scale.  Goore notes that in most industries the rule of 
thumb is that it takes a year to recuperate training costs for a new employee, but at CVE they 
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only keep employees for one year.  That translates into much higher costs for the business’ 
overall operating expenses.  Many nonprofits that run businesses hire their most employable 
clients, but CVE makes a point of not doing that because it is committed to mainstreaming 
as many of its clients as possible.  
The third most important success factor is to create structures to support clients and 
hold them accountable.  According to Goore, many of CVE's clients have been unable to 
hold jobs for long periods of time and some are still not ready to work.  Program staff 
familiar with clients' problems must lend support to business managers in their efforts to 
provide a structured work setting for clients working in the SPEs.  Goore said that CVE has 
a “tough love” approach and that sometimes requires them to terminate clients.  In an effort 
to support clients who work outside of the organization's SPEs, CVE staff provide job 
coaching for three or more months.  That helps boost CVE's success rates.  
 
B. New Directions  
Organizational Philosophy and Programs  
Created in 1992 to serve homeless veterans who have substance abuse problems in 
Los Angeles, New Directions (ND) has residential facilities and job-training services to help 
800 men and women each year.9  To that end, ND's 50 staff members help clients increase 
their personal and trade skills, and provides opportunities to test those skills in real-world 
working and living situations.  Veterans participate in six months of drug and alcohol 
rehabilitation while learning a trade through one of ND's training programs.  Some clients 
work simultaneously in one of ND's SPEs and earn a minimum wage.  Clients can stay at 
ND as long as two years but most stay for nine to twelve months.  
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ND's primary goal is to return veterans to work.  At any one time there are about 30 
veterans in the job track.  Many of those clients leave ND after they complete one of the four 
types of training which ND provides.  Veterans who have very few job skills or on-going 
substance abuse problems can work long-term for pay in one of the nonprofit's SPEs.  Some 
former clients receive social service training at Los Angeles Community College and 
become case managers at ND.  
ND trains clients in four primary areas.  First, in its maintenance group, veterans 
learn about the care and upkeep of the ND facility, including the use of power tools and 
chemical cleansers.  Some of those trainees transition into ND's fledgling maintenance 
business.  Second, ND offers three levels of six-week computer training.  ND has found that 
clients are surprisingly quick and enthusiastic about this type of training.  Graduates seek 
employment outside of ND's structure.  Third, there is a 700-hour culinary arts training 
course taught by Los Angeles Trade Tech at the ND facility.  Graduates work either for 
ND's catering business, or private hotels, restaurants, hospitals and specialty supermarkets.  
Fourth, a handiwork and construction program offers an extensive 400-hour training course 
that prepares veterans to work with ND's construction business or a private contractor.  
Although clients do not get paid while they participate in the training programs, their 
training counts towards the minimum hours required of employees in the trade.  Veterans 
also receive some work-related equipment upon graduating.  Those who complete the 
culinary arts training get a set of knives, and construction graduates receive a box of tools.  
Each year, ND places 125-150 clients in work outside of ND and 35-50 get jobs in the 
agency or at one of its SPEs.  
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ND has partnerships with other organizations, so that veterans can participate in 
programs that ND does not offer (such as parenting classes, couples counseling, and family 
reunification groups).  Part of the goal of those classes is to reunite graduates, 40 percent of 
whom have been incarcerated at some point, with their spouses and children when feasible.  
Other partnerships include agreements with Chrysalis, a nonprofit that does job assessment, 
development and placement for ND's clients, and with the Los Angeles School District that 
teaches veterans basic literacy skills. 
 
ND's Social Purpose Enterprises 
ND owns two businesses with current and former clients constituting fifty percent of 
its employees.  ND's catering and food service business provides meals for school lunches 
and corporate and private parties.  ND has a kitchen that can produce up to 750 meals a day 
and provides the food for residents and employees at ND's 60,000 square foot facility.  ND's 
website boasts that past customers of its catering business include Tipper Gore, Bishop 
Desmond Tutu, Jesse Jackson, and members of Congress.  ND's second business is 
maintenance and small construction.  ND has a general contractor's license and offers 
consultation and management services, rehabilitation, new construction and both interior 
and exterior work.   
Toni Reinis, Executive Director of ND, stated in an interview that ND’s long-term 
financial goal is to generate significant revenue for the organization.  The recent success of 
its construction business is helping it to meet that goal.  Last year the construction business 
generated $300,000 in revenues and is projected to bring in about $700,000 for 2002.   
Projections are high partly because ND has hired an estimator who is making more accurate 
20 
bids than former staff, and partly because of a decision to out-source work that is beyond the 
scope of ND's abilities.  In addition to covering the expenses of running the business, the 
construction SPE will generate over $50,000, all of which will be used to pay for the 
operational costs of ND's training programs.  The catering business had about $40,000 in 
sales last year and is projected to increase to $48,000 in 2002.  That revenue covers the cost 
of running the business and will produce only a little profit for supporting the training 
programs.  ND is currently negotiating to renovate and provide food services for the main 
food outlet at the Veterans Administration campus where it is located.  There are several 
thousand employees on that campus who have few eating options in the immediate area.  
ND believes it can successfully fill that need while generating considerable income.   
In the past, ND had to subsidize the cost of running its SPEs.  Reinis said that the 
cost of training makes it very difficult to cover expenses in these types of businesses, but 
that ND's staff chooses to continue to run them because of the strong client benefits.  She 
cites several examples of positive social outcomes.  They include teaching veterans a trade 
which gives them a sense of pride and self-sufficiency, providing them with skills that can 
generate paychecks which they can then use to pay rent and child support, and saving 
taxpayers money by keeping clients out of the welfare and penal systems.  
 
Reflections on the SPE Experience 
ND defines success for its SPEs by the quality of the work produced, the number of 
jobs created, and the businesses' ability to break even while producing positive social 
outcomes.  Reinis describes three important factors that contribute to success in ND's 
businesses.  The first factor is patience.  In her experience with ND, she has learned that 
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“nothing happens overnight” and with any social service program, change occurs slowly.  
Second, Reinis stressed the importance of having a strong manager and a good business plan 
with specific and realistic goals and objectives.  ND recently hired a new business manager 
because it found that its previous one did not have the wide range of skills required to run a 
successful SPE.  Reinis notes that the manager must have the knowledge of a person with a 
business and an accounting degree and must also be creative, flexible and extroverted.  She 
says that the manager needs to be able to both foresee and adapt to the evolving needs of the 
business.  He or she must not be afraid to go into the community to market the services of 
the SPE and network with potential clients.   
Larry Fehr, Senior Vice-President of Pioneer Human Services, concurred with Reinis 
on this issue.  Pioneer has several SPEs and an annual budget of $55 million, most of which 
is earned through products and services.  Fehr helps nonprofits measure program and client 
outcomes for their SPEs.  In an interview, he said that most nonprofit staff do not understand 
business practices and, in turn, most business managers do not have experience with 
challenging populations.  Despite the inherent organizational culture clash between the 
private and nonprofit sectors, social service staff who work in a nonprofit that has an SPE 
often realize that it can be an effective tool for helping clients reach their goals.  Business 
managers also recognize that they can simultaneously produce quality products and people.  
Managers become part of clients' support systems and receive a form of satisfaction not 
available in a typical corporate setting.   
Another factor which contributes to the success of SPEs is good supervision.  Reinis 
says that ND's businesses need constant monitoring and evaluating.  To this end, ND has 
partnered with the Executive Service Corps to help it identify and target appropriate 
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business niches.  It is also the target of a study by students at UCLA's Anderson School of 
Business who are analyzing the catering business to help ND understand how a more 
focused business plan can create a more competitive and successful business.   
Reinis emphasized the interdependent relationship of the businesses and programs.  
She believes that ND needs to continue to build strong programs so that its businesses can 
be strong too.  The growth of the businesses is limited by the number of veterans that ND is 
able to house, train, and place in its catering or construction ventures.  ND recruits clients to 
its rehabilitation program while simultaneously promoting its SPEs by having their name 
and phone number on their trucks.  Furthermore as veterans enter the workforce and share 
their recovery stories, they counter stereotypes, prove they have valuable skills, and share 
the benefits of their training.   
 
C. Asian Neighborhood Design  
Organizational Philosophy and Programs 
For almost thirty years, Asian Neighborhood Design (AND) has provided housing 
and community development, architecture and planning, construction management, family 
and youth self-sufficiency services, employment training, and job and business creation for 
low-income multicultural communities in the San Francisco Bay Area.10  A group of Asian-
American UC Berkeley students started AND as a means to give back to their communities 
by improving low-income housing and community spaces in Asian neighborhoods.  They 
began in the dense environmental conditions of Chinatown and later expanded their services 
to meet employment needs through job training in carpentry, cabinet making, and eventually 
construction.  For a brief time, AND also had a furniture-lending program geared toward 
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affordable-housing residents.  Annually, AND provides training for 100-150 at-risk youth 
and low-income people.   
A couple of years ago, AND set out to expand its services and training programs to 
the East Bay.  The nonprofit purchased a 30,000 square foot facility and leased another 
35,000 feet in which it hoped to house a computer facility, a new and expanded 
employment-training program, and a second and larger cabinet-making business.  Its 1996 
capital campaign brought in over $3.5 million in grants and loans.  According to email 
correspondence with AND earlier this year, its goals for this expansion were to provide 
income for the organization, job opportunities for its graduates, role models and a real work 
environment for its trainees.  AND's primary goal was to achieve greater self-sufficiency by 
reducing its dependence on government funding.  Its other goals were to generate about 200 
jobs, train 350 people each year, and produce about $1 million a year for the training 
program.   
Today AND provides architectural, planning, construction, management, and 
development services to build or rehabilitate affordable housing and community service 
centers, and works with community service groups, neighbors and residents in the 
development of their communities.  However, AND experienced significant changes in the 
last year and its SPEs are now closed.  
 
Reflections on the SPE Experience  
Unanticipated problems and their associated costs quickly revealed that AND lacked 
the necessary capital to support the expansion.  Issues such as an underdeveloped 
organizational infrastructure, weak operational systems, the lack of a chief financial officer, 
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lagging financial management systems and controls, and board and staff leadership 
inexperienced at running a large social-business hybrid, added to the challenge (AND 2001, 
3).  Despite those difficulties, AND served a record number of clients.  After months of 
struggling to meet its debt obligations, AND made the difficult decision to sell some 
property and the custom cabinet-making business.  The buyer of the custom business was its 
long-term manager who is committed to continuing to provide job and training opportunities 
for AND's clients.  AND also recently sold its Oakland building and its affordable housing 
furniture line, and closed down its locker, speaker, and kitchen cabinet lines in order to 
reduce its debt and allow it to refocus on its social service programs.  The purchaser of the 
furniture line, Mueller Nichols Inc., was able to keep all AND employees and contributes a 
percentage of each sale to AND.   
Grant Din, Director of Resource Development for AND, estimated that at its height, 
AND’s SPEs contributed 50 to 60 percent of AND's $10 million annual budget.  This 
revenue covered business expenses, but AND does not know if this money was also able to 
help offset other organizational costs. 
AND learned some difficult lessons in the past few years regarding the factors that 
contribute to the creation of a successful SPE.  Of first and foremost importance is the 
ability to stay in business.  That requires staff with the necessary fiscal skills and the funding 
to carry out projects.  Given the opportunity to do it differently, Din said he would have 
hired staff with stronger financial skills.  Furthermore, AND's executive director, who had 
been with the agency for 22 years, left while the nonprofit experienced upheaval over its 
SPEs.  Din is comforted that the new director has both for-profit and nonprofit sector 
experience.   
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According to Din, another key to success is making sure "that fiscal controls and 
infrastructure are in place before embarking on an SPE."  Businesses, especially those 
considering a significant expansion, need to be well-funded.  The Roberts Enterprise 
Development Fund (REDF) gave AND a $1 million recoverable grant, which AND was to 
pay back without interest if it made money in its SPEs.  This money was used for computers, 
connecting to the Internet, software and other infrastructure aid which foundations do not 
typically fund.  Yet, AND found itself without enough funding to support its expansion and 
had to turn to a bank for a conventional loan.  It was this debt service to the bank which 
precipitated the closing of AND's business enterprises (AND 2001, 5).  According to Fehr of 
Pioneer Human Services, it is possible for SPEs to generate all needed funds for a nonprofit.  
Yet, all three of the case studies described here received outside funding.   
AND's status report says that it should have raised more capital prior to expansion, 
and that crises prior to the closing down of the SPEs were averted only because of the 
generosity of the philanthropic community (AND 2001, 5).  If AND raised this capital, it 
might not have had to take on a $1 million loan from a conventional bank to respond to its 
unanticipated expenses.  Din and AND's board believe that they took on too much debt; their 
inability to account for the revenues and expenses of its businesses exacerbated this 
problem.    
Din also discussed the importance of the facility in which the SPEs were located.  
AND changed the use of the Oakland building from a warehouse to a factory, necessitating 
costly capital improvements.  As those expenses grew, AND found itself struggling to 
manage its debt without the necessary financial infrastructure.  Despite those problems, Din 
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explains that there were many positive outcomes for AND's clients who were able to buy 
homes and send their children to college with the income they earned at the SPEs.  
 
V.  Lessons Learned  
As nonprofits continue to create SPEs for the purposes of generating income and 
employing underserved individuals, it will become clearer how success can be achieved.  
Some nonprofits measure success by increased job creation and placement, others by 
improved self-esteem and skill building for their clients.  There are currently no 
comprehensive or universal measurements for evaluating SPEs.  Nonprofits that wish to 
create business ventures, and foundations interested in supporting such work, would benefit 
from an understanding of the factors that contribute to success in the creation of SPEs.  
Many foundations are becoming more strategic in their funding, seeking a social return on 
their financial investments.11  For example, Social Venture Partners (SVP) located in Seattle, 
is a philanthropic organization comprised of almost 300 investors who take a long-term 
approach by investing in the organizational capacity of nonprofits.12  Those investors use 
outcome measurements and program assessments to evaluate their investees.  SVP's website 
lists half a dozen similar organizations that strategically invest in nonprofits and seek a 
social return on their investment.  The Kauffman Foundation's Denali Initiative offers a 
group of nonprofit leaders the opportunity to build their entrepreneurial knowledge and 
skills through a curriculum taught by university professors and practitioners, launch an 
enterprise project for their organization, and become part of a nationwide system of social 
entrepreneurial support.13 
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REDF has created a set of metrics that quantify the social value of employees in 
SPEs, the taxes generated by those employees, and the savings to public social service 
agencies.  The metrics help nonprofits that are seeking funding to assert that they are not just 
a good cause, but they offer a good social return investment.  This paper contributes to 
knowledge about SPEs by analyzing qualitatively the factors that contribute to their success.   
The lessons described in this section are derived from a literature review, three case 
studies, and interviews with REDF and Pioneer Consulting Services.  There are four main 
success factors.  The first one is that nonprofits that operate SPEs need staff who can 
manage a businesses and work with employees who have few job skills.  The second is that 
nonprofit organizations must have business plans that consider the limitations of the 
programs' clients and have specific objectives for social and employment outcomes.  The 
third is that nonprofits need sustained, and preferably unrestricted funding.  The fourth 
factor is that nonprofits need financial systems that can track both social programs and 
commercial activities.    
The first key factor is the importance of having SPE staff who are skilled in both 
managing businesses and working with employees who do not have a lot of work 
experience.  Generally, this requires someone who has a strong theoretical and practical 
background, including an MBA, and is willing to forego higher salaries than they could 
garner elsewhere.  Ideally, complementing their business experience is a background in the 
social service sector.    
Furthermore, because SPEs are a relatively new field, SPE staff must be willing to 
learn some difficult lessons in the field and work without the safety net they might have in a 
corporate setting.  In many ways, this is similar to working in a start-up business.   As 
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Reinis, Executive Director of New Directions, said: "staff must be willing to be creative, 
flexible, and social."  Fehr emphasizes that it helps to have business staff who have 
experience and contacts in the given industry.  And those managers must also have the 
necessary managerial skills, not just financial and networking abilities.  Goore alludes to that 
when she argues that CVE sometimes needs to take a "tough love" approach with its clients.  
A second key success factor is the creation and implementation of an appropriate 
business plan.  Many nonprofits are tempted to run a business in which their staff has 
experience rather than a business that can successfully employ the target population.14  In 
interviews with staff at CVE and ND, they emphasized that it is essential for nonprofits to 
perform a feasibility study and create a business plan before launching a venture.  The 
nonprofit must understand how owning and operating a business fits with its social mission 
and how running this business will change the nature of the nonprofit itself.  A nonprofit 
should set specific goals for its clients’ social and employment outcomes.  An explicit exit 
strategy can help a nonprofit determine when it is appropriate to invest more money and 
staff time and when it is time to close the enterprise (REDF 1999a, 29).  Financial targets 
and decision points can help nonprofits avoid the kind of unanticipated cash crunches that 
AND experienced and minimize the risk of the entire nonprofit suffering from the cash 
problems of the SPE.  Based on CVE's experience with its thrift stores, nonprofits should 
also consider high-margin businesses to offset the additional costs of running a businesses 
with a disadvantaged labor pool.  It is important, Fehr said, that a nonprofit understand that 
it does not need to create a business plan or feasibility study on its own.  Nonprofits should 
use existing community resources such as business schools, the Executive Service Corps, or 
the Service Corps of Retired Executives.   
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A third factor that contributes to successful SPEs is sustained funding.  AND states 
in its status report that "it is a well-known fact that businesses that are undercapitalized face 
greater obstacles, and often fail" (AND 2001, 5).  This issue is intensified for nonprofits that 
lack access to the same capital markets available to for-profit businesses.  Two of the 
nonprofits detailed above, CVE and AND, were funded by REDF.  According to Goore, 
REDF not only currently provides monetary assistance to CVE, it also helps with financial 
analysis, networking and researching industry standards.  That support makes it possible for 
CVE to attract strong staff by offering them an attractive wage and provides them with a 
network of other nonprofits struggling with similar issues.  Also, being part of the REDF 
portfolio brings CVE visibility and credibility, which would otherwise be difficult to 
achieve.   
A fourth and final factor is the need for accounting and financial systems.  Because 
SPEs are programs of their parent nonprofit, rather than separate businesses, the costs of 
running the business are often masked.  This makes it difficult to assess the true costs of the 
SPEs and adds to the frustration of business managers who need reports on a daily, weekly 
or monthly basis (REDF 1999b, 85).  Furthermore, business managers need reports that 
differ from social service staff and need easy access to this information.  REDF assists its 
portfolio agencies in changing their accounting procedures to address those issues.  REDF 
proposes a couple of accounting solutions, including an organization-wide accounting 
system that serves the needs of both the nonprofit and its SPEs, or an SPE-based system 
separate from but linked to the nonprofit's procedures (REDF 1999b, 89).  Both ND and 
CVE are capable of determining how much revenue its SPEs are generating, however AND 
lacked this type of system.  AND's status report states this as contributing to the downfall of 
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its SPEs (AND 2001, 5).  Whichever system nonprofits decide to use in the future to track 
the costs of running their SPEs, they must find one that is accessible to the nonprofit 
employees while meeting the needs of the business staff.   
In response to the question of whether SPEs are useful tools for nonprofits, Grant 
Din of AND said in an interview that “they are, only if they are embarked on with clear 
goals and if they are well supported, and that enough research is done ahead of time to 
ensure at least some profitability.  They can serve as wonderful job training environments 
and revenue generators.  They are also full of pitfalls and black holes that need to be 
avoided." 
 
IV.  Suggestions for Future Research 
Social purpose enterprises can be a powerful vehicle for change.  They can help 
nonprofits achieve greater self-sufficiency and teach skills to those they are trying to help.  
The nonprofit sector has only recently begun thinking about the difficulties of synthesizing 
its social missions and financial objectives.  As SPEs become more common, future research 
will need to further examine the conclusions that have been reached in this paper.   Some 
specific questions that may need to be addressed include:  Are SPEs able to recruit and keep 
staff who have MBAs and social service sector skills?  How is the changing criteria of 
funders shaping the development of SPEs?  Can new accounting systems properly address 
the different needs of commercial ventures and social programs?   
Nonprofits can learn a great deal by continually examining what makes SPEs 
successful.  Practitioners, funders and researchers must keep reflecting on the SPE 
experience as they create a new culture to help people reach their highest potential.  
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